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Central Coast Water Authority

The Comprehensive Annual Financial Report (CAFR) of the Central Coast Water Authority
for the fiscal year (FY) ended June 30, 2006 is submitted as prepared by the Authority’s
Finance Department. The report is published to provide to our customers, the Authority
Board, and the investment community detailed information about the financial condition and
operating results of the Authority as measured by the financial activity of the Authority.

Responsibility for both the accuracy of the financial report and the completeness and fairness
of the presentation rests with the Authority. To the best of our knowledge, the information
presented is accurate in all material aspects and includes all disclosures necessary to enable
the reader to gain an understanding of the Authority’s financial activities.

Our discussion and analysis of the Central Coast Water Authority’s financial performance
provides an overview of the Authority’s financial activities for the fiscal year ended June 30,
2006. Please read it in conjunction with the Authority’s financial statements, which begin on
page 1.

Government Accounting Standards Board (GASB) Statement No. 34, Basic Financial
Statements — for State and Local Governments (GASB 34 requires that management provide a
narrative introduction, overview and analysis to accompany the basic financial statements in

the form of a Management’s Discussion and Analysis (MD&A) and the financial statements
should be read in conjunction with it. The MD&A can be found immediately following the
Independent Auditors’ Report.

Montecito Water District

Santa Ynez River Water
Conservation Distri_ct,
Improvement District #1 - g GNIFICANT ACCOMPLISHMENTS

Associate Member o

State Water Deliveries

La Cumbre Mutual

Water Company Total water deliveries for FY 2005/06 were 27,198 acre-feet. This compares to the prior year

actual deliveries of 30,739 acre-feet, a decrease of 2,893 acre-feet.



The following table shows the historical and projected State water deliveries since CCWA began water
deliveries in August 1997.

Historical Water Deliveries
40,000 -
35,000 -
< 30,000
8 25,000 -
% 20,000 -
5 15,000 -
8 10,000 -
5,000 -
O T T T T T T T T T
A N SN N SN N S N A
%v° qv° Qv° \/v° ,Lv° ,bv" W (ov" @‘?Q &
RGN R G SR S S SN
R RS K R I N
Ky K\ iy xy Ky Ky Ky - §
< < < < < < < < < d’v

Carpinteria Valley Water District State Water Sale

During FY 2005/06, Carpinteria Valley Water District successfully completed negotiations for an option
to sell 400 acre-feet of its State water contract allotment to an independent development firm. The
contract provides a five-year option period in which the development firm may exercise the option for the
purchase and transfer of the water for a specified amount. This is the first such transfer of State water
allotment by a CCWA project participant since CCWA began delivering water in August 1997.

Increase in Polonio Pass Water Treatment Plant Capacity

CCWA staff successfully demonstrated to the State Department of Health Services that the Polonio Pass
Water Treatment Plant was capable of treating nearly fifty million gallons per day. This represents a
seven million gallon per day increase over the original rated capacity of the plant.

Operational Accomplishments

The following significant items were accomplished by the Operations and Maintenance sections of
CCWA:

e Updated the Supervisory Control and Data Acquisition (SCADA) software at the Polonio Pass
Water Treatment Plant, which included a redesign of all the graphics.

o Installed a variable frequency drive on a 300 hp pump at the Santa Ynez Pumping Facility to save
energy and provide increased operational flexibility; this project qualified for a PG&E rebate of
$14,000 which accounts for half of the cost of the project.

e Installed and tested an alternative technology for resolving source water taste and odor problems.

o Completed the design of a utility building that will house a chemical feed system at Tank 7.



Awards and Competitions

Over the past year, CCWA received the GFOA “Distinguished Budget Presentation” award for the FY
2005/06 Budget and the GFOA “Excellence in Financial Reporting” award for the FY 2004/05
Comprehensive Annual Financial Report.

CCWA Credits

For the tenth consecutive year, actual CCWA operating expenses were less than budgeted. For Fiscal
Years 1996/97 to 2005/06, CCWA has provided approximately $36.3 million in credits to its project
participants. These credits include $5.7 million for unexpended operating expenses, $20.2 million for
interest income and $10.4 million for debt service and other credits. The following graph shows the
sources of the credits as described above.

CCWA Credits to Project Participants ($1,000's)
Total Credits: $36.3 million

CCWA O&M Credits,

Debt Service $5.683

Assessments, $10,357

CCWA Interest Income,
$12,222

Bond Reserve Fund
Interest, $8,001

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Central Coast Water Authority
for its comprehensive annual financial report (CAFR) for the fiscal year ended June 30, 2005. The
Certificate of Achievement is a prestigious national award recognizing conformance with the highest
standards for preparation of a state and local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable
and efficiently organized comprehensive annual financial report, whose contents conform to program
standards. The CAFR must satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current report
continues to conform to the Certificate of Achievement program requirements, and we are submitting it to
GFOA.



OTHER INFORMATION

Accounting System

In developing and maintaining the Authority’s accounting system, consideration is given to the adequacy
of internal accounting controls. Internal accounting controls are designed to provide reasonable but not
absolute assurance regarding:

@ the safeguarding of assets against losses from unauthorized use or disposition, and

(b) the reliability of financial records for preparing financial statements and maintaining
accountability for assets.

The concept of reasonable assurance recognizes that the cost of a control procedure should not exceed the
benefits likely to be derived and that the evaluation of costs and benefits requires estimates and judgments
by management.

All internal control evaluations occur within the above framework. We believe that the Authority’s
controls adequately safeguard assets and provide reasonable assurance of proper recording of financial
transactions.

The Authority requires that its financial statements be audited by a Certified Public Accountant selected
by the Authority’s Board of Directors. This requirement has been satisfied, and the auditors’ report is
included in the financial section of this report.

Cash Management

Cash was invested in demand deposits, mutual funds, the State of California’s Local Agency Investment
Fund (LAIF) and money market accounts during FY 2005/06. At June 30, 2006, the Authority’s
investment portfolio had a weighted average maturity of 0 days (excluding the guaranteed investment
contract) and a yield to maturity of 4.871%.

Risk Management

The Authority participates in the liability, property, workers’ compensation and fidelity bond insurance
program organized by the Association of California Water Agencies, Joint Powers Insurance Authority
(ACWA - JPIA). ACWA - JPIA is a joint powers insurance authority created to provide a self-insurance
program to water agencies in the State of California.

The Authority maintains a self insured plan for dental and vision coverage offered to employees. Under
the provisions of the plan, each full-time employee is provided approximately $2,726 per calendar year to
pay dental and vision expenses for the employee and their qualified dependents. For the plan year ended
June 30, 2006, the maximum liability under the plan was $81,345 and claims paid were $46,204.



The Comprehensive Annual Financial Report is presented in three sections: (1) Introductory, (2)
Financial and (3) Statistical. The Introductory section includes this transmittal letter, the Authority’s
organization chart and a list of principal officials. The Financial section includes the accountant’s report,
MD&A and the financial statements and corresponding notes to the financial statements. The Statistical
section includes selected financial and demographic information, generally presented on a multi-year
basis.

We are pleased to present this report to the Board for formal adoption.

Respectfully submitted,

William J. Brennan Ray A. Stokes
Executive Director Deputy Director
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Central Coast Water Authority
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Central Coast Water Authority
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For its Comprehensive Annual
Financial Report
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Reporting is presented by the Government Finance Officers
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government units and public employee retirerment
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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Independent Auditors’ Report

To the Member Agencies of the
Central Coast Water Authority

CERTIFIED PUBLIC ACCOUNTANTS

1111 GARDEN STREET, SUITE 200
SANTA BARBARA, CALIFORNIA 93101
TELEPHONE (805) 966-1521

FAX (805) 963-1780

www.nhhco.com

October 2, 2006

We have audited the accompanying balance sheets of the Central Coast Water Authority as of
June 30, 2006 and 2005, and the related statements of revenues, expenses and changes in net
assets and cash flows for the years then ended, as listed in the foregoing table of contents. These
financial statements are the responsibility of the management of the Central Coast Water
Authority. Our responsibility is to express an opinion on these financial statements based upon

our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.

An audit includes examining, on

a test basis, evidence supporting the amounts and disclosures in

the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Central Coast Water Authority as of June 30, 2006 and 2005, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

The information identified in the

accompanying table of contents as management's discussion

and analysis (MD&A) is not a required part of the basic financial statements, but is
supplementary information required by accounting principles generally accepted in the United
States. We have applied certain limited procedures, which consisted principally of inquiries of

1-



management regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion on it.

The information identified in the table of contents as the introductory and statistical sections are
presented for the purpose of additional analysis and are not a required part of the basic financial
statements of the Central Coast Water Authority. Such additional information has not been
subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on it.

Nastif, Hicks, Harris § Co., LLP

Nasif, Hicks, Harris & Co., LLP



Management’s Discussion and Analysis

MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2006

This section presents management’s analysis of the Authority’s financial condition and activities for the fiscal
year ended June 30, 2006. This information should be read in conjunction with the financial statements and the
additional information that we have included in our letter of transmittal.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Authority operates as a proprietary fund-type. All proprietary fund-types are accounted for on a flow of
economic resources measurement focus. Under this measurement focus, all assets and liabilities associated with
the operation of these funds are included on the balance sheet. Proprietary fund-type operating statements
present increases (revenues) and decreases (expenses) in net total assets.

All proprietary fund-types utilize the accrual basis of accounting. Under this method, revenues are recognized
when earned, regardless of when received, and expenses are recognized at the time the related liabilities are
incurred, regardless of when paid.

Summary of Organization and Business

The Central Coast Water Authority is a public entity duly organized and existing under a Joint Exercise of
Powers Agreement — Central Coast Water Authority, dated as of August 1, 1991, by and among nine public
agencies in Santa Barbara County, two of which have subsequently merged. The members entered into the
Agreement to exercise their common power to acquire, construct, operate and maintain works and facilities for
the development and use of water resources and water rights including without limitation, works and facilities to
divert, store, pump, treat and deliver water for beneficial uses. In particular, the members expressed their desire
to create the Authority to finance, develop, operate and maintain the Authority facilities for their mutual benefit
and to act on behalf of the members with respect to the Department of Water Resources (DWR) facilities. The
Authority currently has a staff of 27 full time employees and two part-time employees.

The Authority is presently composed of eight members, all of which are public agencies: the Cities of Buellton,
Guadalupe, Santa Barbara and Santa Maria, Carpinteria Valley Water District, Goleta Water District, Montecito
Water District and Santa Ynez River Water Conservation District, Improvement District No. 1 (in which the City
of Solvang is located). (A founding member of the Authority, the Summerland Water District, merged into the
Montecito Water District.) In addition, the Authority has an Associate Member, the La Cumbre Mutual Water
Company. Each member appoints a representative to the Authority’s Board of Directors. San Luis Obispo
County Flood Control and Water Conservation District (SLOCFCWCD and/or San Luis Obispo Water
Purchasers) has expressed an interest in joining the Authority. However, any decision to do so must be approved
by the unanimous vote of the present members.

Central Coast Water Authority 3



Management’s Discussion and Analysis

The member agencies are represented on the CCWA Board of Directors by an individual chosen by each public
entity’s Board or City Council. Each vote on the Authority Board of Directors is weighted roughly in proportion
to the entity’s allocation of State water entitlement.

The following table shows the voting percentage for each member of the CCWA Board of Directors.

City of Guadalupe 1.15%
City of Santa Maria 43.19%
City of Buellton 2.21%
Santa Ynez R.W.C.D., Improvement District #1 7.64%
Goleta Water District 17.20%
City of Santa Barbara 11.47%
Montecito Water District 9.50%
Carpinteria Valley Water District 7.64%
TOTAL 100.00%

CCWA Committees

There are currently three Central Coast Water Authority committees. They consist of the Finance, Operating and
Personnel Committees.

The Operating Committee is composed of the general managers, city administrators or water supply managers
from each of the various water districts and cities served by the Authority. The Operating Committee typically
meets quarterly to act on matters such as construction, operations and financial issues and recommends actions to
the Authority Board of Directors.

The Finance and Personnel Committee’s are composed of CCWA Board members appointed by the CCWA
Board Chairman and review and recommend actions to the Authority Board of Directors with regard to finance
and personnel related matters.

Santa Barbara County Project Participants

Each Santa Barbara County project participant is a water purveyor or user located in Santa Barbara County which
obtained contractual rights to receive water from the State Water Project prior to 1991. Those rights have been
assigned to the Authority pursuant to the terms of the Water Supply Agreements.

San Luis Obispo County Water Purchasers

Each San Luis Obispo County water purchaser is a water purveyor or user located in San Luis Obispo County
which obtained contractual rights from SLOCFCWCD to receive water from the State Water Project.

Central Coast Water Authority 4



Management’s Discussion and Analysis

FINANCIAL HIGHLIGHTS

The following table shows a condensed version of the Authority’s balance sheet with corresponding analysis
regarding significant variances.

Condensed Balance Sheet
2006-2005 2005-2004
June 30, 2006 June 30, 2005  June 30, 2004 Change Change

Current Assets $ 19,631,239 $ 18,323,851 $ 17,959,655 $ 1,307,388 $ 364,196
Non-Current Restricted Assets 60,332,868 57,996,111 59,953,795 2,336,757 (1,957,684)
Capital Assets 117,799,603 120,181,023 122,387,730 (2,381,420) (2,206,707)
Other Assets 24,421,522 26,102,821 27,794,359 (1,681,300) (1,691,537)

Total Assets $ 222,185,232 $ 222,603,806 $ 228,095,539 $ (418,575 $ (5,491,733)
Current Liabilities $ 61,834,467 $ 58,025,726 $ 66,806,728 $ 3,808,741 $ (8,781,002)
Long-Term Liabilities 145,921,901 150,652,542 147,500,000 (4,730,641) 3,152,542

Total Liabilities 207,756,368 208,678,268 214,306,728 (921,900) (5,628,460)
Net assets invested in capital assets

net of related debt 11,994,874 11,542,594 11,304,818 452,280 237,776
Restricted - total 12,546,345 12,502,853 12,551,360 43,492 (48,507)
Unrestricted (10,112,355) (10,119,909) (10,067,366) 7,554 (52,542)

Total Net Assets 14,428,864 13,925,538 13,788,811 503,325 136,727

Total Liabilities and Net Assets $ 222,185,232 $ 222,603,806 $ 228,095,539 $ (418,575) $ (5,491,733)

Balance Sheet Analysis

e Total assets as of June 30, 2006 are $222.2 million, or $0.4 million less than the June 30, 2005 amount.

e Current assets are approximately $1.3 million more than the prior year amount primarily due to an increase
in the Authority’s billing to project participants for the FY 2006/07 Operating Assessments received in June
2006, coupled with an increase in credits payable to the project participants.

e Non-current restricted assets are approximately $2.3 million higher than the prior year amount due to an
increase in the project participant payments for Department of Water Resources (DWR) costs.

e Capital and other assets are $4.1 million lower than the prior year amount due to depreciation of the \
Authority’s capital assets, amortization of the CCWA 1996 revenue bond issuance costs and cash payments
received for the long-term receivable.

e Current liabilities are about $3.8 million higher than the prior year amount due to an increase in the project
participant payments for DWR costs, partially offset by a decrease in project participant prepayments.

e Long-term liabilities are $4.7 million lower due to the transfer of the October 1, 2006 principal payment on
the Authority’s 1996 revenue bonds to current liabilities.

Central Coast Water Authority 5



Management’s Discussion and Analysis

The following table shows a condensed version of the Authority’s Statement of Revenues, Expenses and
Changes in Net Assets with corresponding analysis regarding significant variances.

Condensed Statement of Revenues, Expenses and Changes in Net Assets
2006-2005 2005-2004
June 30, 2006 June 30,2005  June 30, 2004 Change Change

Operating Revenues (Expenses)
Operating revenues $ 16,416,803 $ 16,179,448 $ 15,740,542 $ 237,355 $ 438,906
Operating expenses,

excluding depreciation expense (5,579,797) (5,403,161) (4,987,576) (176,636) (415,585)
Depreciation and amortization (3,752,017) (3,774,654) (3,827,197) 22,637 52,543

Operating Income $ 7,084,989 $ 7,001,633 $ 6,925,769 $ 83,356 75,864
Non-operating revenues $ 2,268,789 $ 1,585,040 $ 1,166,486 $ 683,749 418,554
Non-operating expenses (8,850,453) (8,449,946) (8,296,680) (400,507) (153,266)

Increase (decrease) in Net Assets  $ 503,325 $ 136,727 $ (204,425) $ 366,598 $ 341,152

e Operating revenues as of June 30, 2006 are about $0.2 million higher than the prior year amount. This
increase is attributed to an increase in the operating reimbursements from project participants for an
increase operations and maintenance costs for the year.

It is the Authority’s policy to return O&M assessment surpluses to the project participants in the form of
credits against future assessments. For FY 2005/06, this credit totaled $0.8 million compared to the FY
2004/05 credit of $0.4 million.

e Operating expenses, excluding depreciation and amortization expense are about $0.2 million lower than
the prior year amount due to the following:

1. Personnel expense increases of $0.2 million due to salary increases effective July 1, 2005 and higher
employee benefit costs during FY 2005/06.

2. Utilities expense decrease of $0.34 million due to a decrease in water deliveries to Lake Cachuma
for the Santa Barbara County south coast project participants during FY 2005/06.

¢ Non-operating revenues are $0.7 million higher than the prior year amount due to an increase in interest
income during FY 2005/06 attributed to higher interest rates earned on investment balances.

e Non-operating expenses are $0.4 million lower due to a decrease in CCWA 1996 revenue bond interest
expense, offset by a $0.7 million increase in interest income paid to project participants.

Central Coast Water Authority 6



Management’s Discussion and Analysis

Capital Assets

The following table provides a summary of the Authority’s capital assets and changes from the prior year.

2006-2005 2005-2004
June 30, 2006 June 30, 2005 June 30, 2004 Change Change
Land $ 3,148,500 $ 3,148,500 $ 3,148,500 $ 0 $ 0)
Furniture fixtures and equipment 654,327 637,073 619,060 17,254 18,013
Equipment 28,117,531 27,922,695 27,829,423 194,836 93,271
Buildings and structures 48,427,212 48,427,212 48,394,608 - 32,604
Underground pipeline 58,971,623 58,971,623 58,971,623 - -
Construction in progress 371,028 450,993 294,845 (79,965) 156,147
Total property, plant and
equipment 139,690,221 139,558,094 139,258,058 132,126 300,036
Accumulated depreciation (21,890,617) (19,377,073) (16,870,329) (2,513,545) (2,506,744)
Net property, plant and equipment $ 117,799,603 $ 120,181,023 $ 122,387,730 $ (2,381,418) $ (2,206,708)

Please refer to the Notes to the Financial Statements for additional information regarding the Authority’s capital
assets.

Debt Administration

At June 30, 2006, the Authority had $142,985,000 of outstanding 1996 Series A revenue bonds.

The Authority’s 1996 revenue bond indenture and the Water Supply Agreements require that certain CCWA
project participants and contractors maintain a ratio of net revenues to contract payments of at least 1.25.
Additionally, the Authority has complied with the Securities and Exchange Commission Rule 15¢12 which
requires all local governments that bring municipal debt to market after July 3, 1995 to provide specified
financial and operating information on an annual basis which mirrors the information provided in the 1996
revenue bond official statement.

As of June 30, 2006, the Authority had no arbitrage rebate liability on the 1996 revenue bonds.

On September 28, 2006, the Authority issued Series 2006A refunding revenue bonds in the amount of
$123,190,000, which refunded the outstanding $142,985,000 Series 1996A revenue bonds. The 2006A revenue
bonds were issued at a true interest cost of 4.24% and were issued to reduce the Authority’s total debt service
payments over the next 15 years by $4.4 million, and to obtain an economic gain (difference between the present
values of the old and new debt service payments) of $3.4 million.

Please refer to the Notes to the Financial Statements for additional information regarding the Authority’s long-
term debt.
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Balance Sheets

ASSETS

Current Assets
Cash and investments
Interest receivable
Other assets

Total Current Assets

Non-Current Assets

Restricted Assets
Cash and investments with fiscal agents
Cash and investments held for payment to DWR
Cash and investments for debt service payments
Interest receivable
Total Restricted Assets

Capital Assets
Capital assets (Net of accumulated depreciation
of $21,890,618 for 2006 and
$19,377,073 for 2005)
Land
Total Capital Assets

Unamortized bond issuance costs, net
Long-term accounts receivable

Total Non-Current Assets

Total Assets

$

June 30, 2006

June 30, 2005

19,324,737 $ 18,094,067
138,109 87,047
168,393 142,737

19,631,239 18,323,851

13,737,152 13,827,219

34,860,864 32,627,916

11,386,081 11,253,609
348,771 287,367

60,332,868 57,996,111

114,651,103 117,032,523
3,148,500 3,148,500
117,799,603 120,181,023
10,712,213 11,871,369
13,709,309 14,231,452
202,553,993 204,279,955
222,185,232 $ 222,603,806
Continued

The notes to the financial statements are an integral part of these statements.
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Balance Sheets

LIABILITIES AND NET ASSETS

Current Liabilities

Accounts payable

Deposits for payment to DWR

Accrued interest payable

Other liabilities

Current portion of bonds payable

Prepaid project participant assessments
Total Current Liabilities

Long-Term Liabilities

Bonds payable
Rate coverage reserve fund
Total Long-Term Liabilities

Total Liabilities

Net Assets
Net assets invested in capital assets,
net of related debt
Restricted - capital projects
Restricted - debt service
Unrestricted
Total Net Assets

Total Liabilities and Net Assets

$

June 30, 2006

June 30, 2005

161,274  $ 201,688
34,986,240 32,710,530
1,817,172 1,884,897
642,682 614,019
4,915,000 4,515,000
19,312,099 18,099,592
61,834,467 58,025,726
138,070,000 142,985,000
7,851,901 7,667,542
145,921,901 150,652,542
207,756,368 208,678,268
11,994,874 11,542,594
981,910 1,070,890
11,564,435 11,431,963
(10,112,355) (10,119,908)
14,428,364 13,925,538
222185232 $ 222,603,806

The notes to the financial statements are an integral part of these statements.
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Statements of Revenues, Expenses

and Changes in Net Assets

Operating Revenues
Operating reimbursements
from project participants
Other revenues
Total Operating Revenues

Operating Expenses
Personnel expenses
Office expenses
General and administrative
Professional services
Supplies and equipment
Monitoring expenses
Repairs and maintenance
Utilities
Unexpended operating reimbursements
Depreciation and amortization
Other expenses
Total Operating Expenses

Operating Income

Non-Operating Revenues
Interest income
Gain on disposal of property, plant and equipment
Total Non-Operating Revenues

Non-Operating Expenses
Interest expense

Interest income paid to project participants
Total Non-Operating Expenses

Increase in net assets

Net Assets
Net assets, at beginning of year

Net assets, at end of year

June 30, 2006 June 30, 2005

$ 16,384,149 $ 16,165,304
32,654 14,144
16,416,803 16,179,448
2,793,551 2,589,725
19,429 19,079
137,251 169,111
231,551 269,398
638,409 592,126
56,378 55,011
186,723 157,627
231,505 573,393
750,250 385,726
3,752,017 3,774,654
534,750 591,965
9,331,814 9,177,815
7,084,989 7,001,633
2,252,091 1,565,540
16,698 19,500
2,268,789 1,585,040
7,336,413 7,601,613
1,514,040 848,333
8,850,453 8,449,946
503,325 136,727
13,925,538 13,788,811
$ 14,428,864 $ 13,925,538

The notes to the financial statements are an integral part of these statements.
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Statements of Cash Flows

Cash Flows From Operating Activities

Cash received from project participants and other operating activities

Cash payments to employees
Cash payments to suppliers
Net cash provided by operating activities

Cash Flows from Investing Activities
Interest and dividends on investments
Net cash provided by investing activities

Cash Flows from Capital and Related Financing Activities
Acquisition of capital assets
Interest paid on long-term debt
Principal payments on long-term debt
Proceeds received from sale of capital assets
Net cash used by capital and
related financing activities

Cash Flows from Non-Capital Financing Activities
Proceeds received for DWR and Warren Act charges
Payments of DWR and Warren Act charges
Proceeds received for rate coverage fund and prepayment deposits
Net cash provided (used) by non-capital financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Unrestricted cash and investments

Restricted cash and investments with fiscal agents

Restricted cash and investments held for payment to DWR

Restructed cash and investments for debt service payments
Cash and cash equivalents, end of year

Cash Flows From Operating Activities
Operating Income
Adjustments to reconcile operating income to net cash provided
by operating activities:
Depreciation and amortization

Unexpended operating reimbursements payable to project participants

Operating revenues paid from credits and unearned revenue
Increase (decrease) in accounts payable
Net cash provided by operating activities

June 30, 2006

June 30, 2005

$ 15,810,353 14,860,546
(1,915,680) (1,807,899)
(2,954,281) (3,205,613)
10,940,392 9,847,034

2,139,625 1,457,957
2,139,625 1,457,957
(211,441) (366,889)
(7,404,138) (7,663,638)
(4,515,000) (4,135,000)
16,698 19,500

(12,113,881)

(12,146,027)

35,015,463 33,350,520
(33,575,577) (35,328,810)
1,100,000 1,100,000
2,539,886 (878,290)
3,506,022 (1,719,326)
75,802,812 77,522,137
19,324,737 18,094,067
13,737,152 13,827,220
34,860,864 32,627,916
11,386,081 11,253,609

$ 79,308,334 75,802,812

$ 7,084,989 7,001,633
3,752,017 3,774,654
750,250 385,726
(606,449) (1,318,902)
(40,415) 3,923

$ 10,940,392 9,847,034

The notes to the financial statements are an integral part of these statements.
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Statements of Cash Flows

Supplemental Disclosures of Cash Flow Information

June 30, 2006 June 30, 2005
Schedule of Non-Cash Capital and Related Financing Activities
The Authority completed the construction of certain assets
and transferred them from construction in progress to property,
plant and equipment. $ 251,315 $ 220,664
The Authority disposed of certain property, plant and equipment
which were determined to no longer be usable. $ 79,316 $ 66,852

The notes to the financial statements are an integral part of these statements.

Central Coast Water Authority 12



Notes to Financial Statements

Note 1:  Summary of Significant Accounting Policies

The accounting policies of the Central Coast Water Authority
("Authority") conform to generally accepted accounting
principles. The following summary of the Authority's more
significant accounting policies is presented to assist the reader
in interpreting the financial statements and other data in this
report. These policies should be viewed as an integral part of
the accompanying financial statements.

A. Reporting Entity

The primary purpose of the Central Coast Water Authority is
to provide for the development, financing, construction,
operation and maintenance of certain local (non-state owned)
facilities required to deliver water from the State Water
Project (the "SWP") to certain water purveyors and users in
Santa Barbara County.

The Central Coast Water Authority was created by its
members in August 1991. The Authority is presently
composed of eight members, all of which are public agencies,
as follows: the cities of Buellton, Guadalupe, Santa Barbara,
and Santa Maria, Carpinteria Valley Water District, Goleta
Water District, Montecito Water District and the Santa Ynez
River Water Conservation District, Improvement District No.
I (SYRWCD, ID#1, in which the City of Solvang is located).
(A founding member of the Authority, the Summerland Water
District, merged into the Montecito Water District.) In
addition, the Authority has one associate member, the La
Cumbre Mutual Water Company (together with the members,
the "Purveyor Participants”). Each of the Purveyor
Participants has entered into a Water Supply Agreement with
the Authority, as have non-members: Vandenberg Air Force
Base ("Vandenberg AFB"), Raytheon Systems Company
(formerly Santa Barbara Research Center), Morehart Land
Company and Southern California Water Company (the
"Consumer Participants").

The Authority Participants are located in three different
geographic areas of Santa Barbara County: North County
(Guadalupe, Santa Maria, Southern California Water
Company and Vandenberg AFB); the Santa Ynez Valley
(Buellton and SYRWCD, ID#l); and the South Coast
(Carpinteria, Goleta, La Cumbre Mutual Water Company,
Montecito, Morehart Land Company, Santa Barbara and
Raytheon Systems Company, formerly Santa Barbara
Research Center). Historically, the North County has been an

agricultural area but has seen significant urban development
in the last twenty years and expects additional urban
development in the future; the Santa Ynez Valley is a rural
agricultural area and tourist destination; and the South Coast
is a generally developed urban area which does not expect
significant growth in the future.

In October 1992, the Central Coast Water Authority entered
into an agreement with San Luis Obispo (SLO) County to
treat water delivered through the SWP. The entities covered
by the agreement include: Avila Beach County Water District,
Avila Valley Mutual Water Company, California Men's
Colony, City of Morro Bay, City of Pismo Beach, County of
San Luis Obispo Community Services Area #16, Irrigation
District # 1, Cuesta College, Oceano Community Services
District, San Luis Obispo County Operations Center, San Luis
Coastal Unified School District and San Miguelito Mutual
Water Company.

Facilities Constructed by the Authority

The facilities constructed by the Authority include a water
treatment plant located at Polonio Pass in northern San Luis
Obispo County and two pipeline extensions: (1) the Mission
Hills Extension, a buried pipeline approximately eleven miles
long running from the terminus of the Coastal Branch (Phase
I1) southerly to the vicinity of the Lompoc Valley, and (2) the
Santa Ynez Extension, a buried pipeline approximately
thirty-two miles long running from the terminus of the
Mission Hills Extension easterly through the Santa Ynez
Valley, to a terminus at Cachuma Lake and includes one
pumping plant near Santa Ynez and one storage tank. Water
transported to Lake Cachuma is transported through the
existing Tecolote Tunnel, which traverses the Santa Ynez
Mountains, to the South Coast of Santa Barbara County.

The water treatment plant receives raw water from the SWP
and delivers treated water to purveyors and users located in
San Luis Obispo and Santa Barbara Counties.

Contractual Relationships

The State of California Department of Water Resources
("DWR") entered into contracts (the "State Water Supply
Contracts™) with San Luis Obispo and Santa Barbara Counties
in 1963 pursuant to which the counties received Table A
amounts to water from the SWP. San Luis Obispo County's
Table A amount was for 25,000 acre-feet per year and Santa
Barbara County's Table A amount was for 57,700 acre-feet

Central Coast Water Authority
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Notes to Financial Statements

per year. In 1981, Santa Barbara County amended its contract
to reduce its Table A amount to 45,486 acre-feet per year.

In 1983, Santa Barbara County entered into a series of Water
Supply Retention Agreements ("WSRASs") with local water
purveyors and users within Santa Barbara County. These
WSRA:s initially granted the purveyors and users an option to
obtain an assignment of Santa Barbara County's State Water
Supply Contract rights and, as of July 1, 1989, actually
granted the full assignment of those rights. Thereafter, certain
of the local water purveyors and users holding the WSRA
rights transferred those rights to the Authority, a newly
formed joint powers authority, in consideration for Water
Supply Agreements dated August 1, 1991, which provide for
the delivery of SWP water by the Authority and the payment
of required costs by the transferors. The Authority's obligation
to make such payments to the DWR from the payments it
receives pursuant to the Water Supply Agreements is senior to
its obligation to make payments with respect to the Bonds.
These transfers have been consented to by DWR and were
validated by an agreement between Santa Barbara County and
the Authority on November 12, 1991 (the "Transfer of
Financial Responsibility Agreement™).

The Water Supply Agreements

Each Project Participant has entered into a Water Supply
Agreement to provide for the development, financing,
construction, operation and maintenance of the Project. The
purpose of the Water Supply Agreements is to assist in
carrying out the purposes of the Authority with respect to the
Project by: (1) requiring the Authority to sell, and the Project
Participants to buy, a specified amount of water from the
project, and (2) assigning the Project Participants' Table A
amount rights in the Project to the Authority.

In accordance with the provisions of each Water Supply
Agreement, the Authority fixes charges for each Project
Participant to produce revenues from the Project equal to the
amounts anticipated to be needed by the Authority to meet the
costs of the Authority to deliver to each Project Participant its
pro rata share of water from the Project as set forth in each
Water Supply Agreement. Each Project Participant is required
to pay to the Authority an amount equal to its share of the
total Fixed Project Costs and certain other costs in the
proportion established in accordance with the applicable
Water Supply Agreement, including the Santa Barbara Project
Participant's share of payments to DWR under the State Water

Supply

Contract, as amended (including capital, operation,
maintenance, power and replacement costs of the DWR
Facilities), debt service on the Bonds and all Authority
operating and administrative costs. Such obligation is to be
honored by each Project Participant whether or not water is
furnished to it from the Project at all times or not at all and
whether or not the Project is completed, operable, operated or
retired. Such payments are not subject to any reduction and
are not conditioned upon performance by the Authority or any
other Project Participant under any agreement.

The Water Supply Agreements set forth detailed provisions
concerning the time and method of payment by each
Contractor of certain costs, including Fixed Project Costs and
other operation and maintenance costs, as well as the method
of allocation of such costs and expenses and the remedies
available to the Authority in the event a project participant
defaults in its payments to the Authority.

B. Basis of Accounting

The Authority operates as a proprietary fund-type. All
proprietary fund-types are accounted for on a flow of
economic  resources measurement focus. Under this
measurement focus, all assets and liabilities associated with
the operation of these funds are included on the balance
sheets. Where appropriate, net total assets (i.e., fund equity) is
segregated into net assets invested in capital assets, net of
related debt and unrestricted net assets. Proprietary fund-type
operating statements present increases (revenues) and
decreases (expenses) in net total assets.

All proprietary fund-types utilize the accrual basis of
accounting. Under this method, revenues are recognized when
earned, regardless of when received, and expenses are
recognized at the time the related liabilities are incurred,
regardless of when paid.

This report has been prepared in conformance with Generally
Accepted Accounting Principles (GAAP) as promulgated by
the Governmental Accounting Standards Board (GASB).
Additionally, the Authority applies all Financial Accounting
Standards Board (FASB) statements and interpretations,
Accounting  Principles Board (APB) opinions, and
Accounting Research Bulletins (ARB’s) issued on or before
November 30, 1989, unless those pronouncements conflict
with or contradict GASB pronouncements.

Central Coast Water Authority
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The Authority has adopted GASB Statements 33 through 42,
and related interpretations issued through June 30, 2006.
Statement 34 and subsequent Statements and Interpretations
required certain other changes in terminology, format and
content, as well as inclusion of the management’s discussion
and analysis as required supplementary information.

C. Investments

The Authority has developed an investment policy that
exceeds the minimum requirements established by the State of
California. The Authority believes that it has adhered to
established policies for all investment activities. As of June
30, 2006, the investment portfolio has a weighted average
maturity (excluding the guaranteed investment contract) of 0
days and a yield to maturity of 4.804%.

The Authority reports investments with a maturity at the time
of purchase of less than one year at amortized cost.
Investments with a maturity greater than one year at the time
of purchase are reported at fair value. As of June 30, 2006 all
investments are reported at amortized cost.

D. Capital Assets

Capital assets, consisting of property, plant and equipment
purchased or constructed by the Authority which meet or
exceed the Authority’s capitalization threshold of $5,000 and
an estimated useful life of five years or more, are stated at
cost. Depreciation has been computed over the estimated
useful life of each asset using the straight-line method.
Interest costs have been capitalized based on the average
outstanding capital expenditures. In addition, certain technical
and engineering related studies associated with the Project
have also been capitalized and included in the basis of the
assets. The ranges of depreciation rates are:

Furniture fixtures and equipment 5-10 years
Equipment 10-50 years
Buildings and structures 30-50 years
Underground pipeline 75 years

E. Inventories

Certain chemical purchases for use at the water treatment
plant have been recorded to an inventory account to be
expensed in proportion to the amount of water treated at the
water treatment plant on a monthly basis.

F. Unamortized Bond Issuance Costs

Unamortized bond issuance costs are deferred and amortized
over the term of the bonds in proportion to the interest
expense recognized each period (see Note 4).

G. Deposits

Deposits include cash receipts from project participants for
amounts payable to the Department of Water Resources
(DWR) and Warren Act Charges payable to the U.S. Bureau
of Reclamation and the Cachuma Operations and
Maintenance Board (COMB).

H. Operating Reimbursements from Project Participants

Operating reimbursements from project participants include
amounts paid for Authority operating expenses and debt
service payments. Debt service operating assessment receipts
for both principal and interest are recorded as operating
revenues.

I. Unexpended Operating Assessments

It is the policy of the Authority to return unexpended
operating assessments and interest income to the project
participants after the close of each fiscal year. Unexpended
operating assessments and investment income earned on the
Authority’s unrestricted cash balances are recorded as
unearned revenue and returned to the project participants as a
credit against the following years operating assessment.

J.  Operating and Non-Operating Revenues and Expenses

Project participant assessment payments for operations and
maintenance expenses, revenue bond debt service payments
and miscellaneous revenues are considered operating
revenues. Interest income and gains on sale of capital assets
and investments are considered non-operating revenues.

Operations and maintenance expenses and depreciation and
amortization expenses are considered operating expenses.
Revenue bond interest expenses and other extraordinary
expenses are considered non-operating expenses.
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K. Long-Term Accounts Receivable

Certain project participants requested that the Authority
finance local facilities and other costs associated with the
State water project owned and operated by the individual
project participants. These costs are recorded as a long-term
receivable on the Authority’s balance sheet and repaid by the
project participants in the form of revenue bond debt service
payments to the Authority.

L. Rate Coverage Reserve Fund

In December 1997, the Authority adopted the rate coverage
reserve fund policy to provide a mechanism to allow the
Authority’s project participants to satisfy a portion of their
obligation under Section 20(a) of the Water Supply
Agreement to impose rates and charges sufficient to collect
125% of their contract payments as defined in the Water
Supply Agreement.

Under the rate coverage reserve fund policy, a project
participant may deposit with the Authority up to twenty five
percent (25%) of its State water contract payments in a given
year. Amounts on deposit in the rate coverage reserve fund
are used to satisfy a portion of the rate coverage obligation
found in the Water Supply Agreement.

The following table shows a summary of project participant
deposits in the rate coverage reserve fund as of June 30, 2006.

Project Participant June 30, 2006

Avila Beach CSD (SLO County) $ 27,927
City of Buellton 241,074
Carpinteria Valley Water District 761,336
City of Guadalupe 156,539
La Cumbre Mutual Water Company 349,067
Montecito Water District 970,780
Oceano CSD (SLO County) 178,511
City of Santa Maria 4,154,311
Shandon (SLO County) 14,689
Santa Ynez Water Conservation
District, ID #1 (City of Solvang
portion) 540,980
Santa Ynez WCD, D #1 389,984
Accrued interest receivable 66,703
Total $7,851,901

M. Self-Funded Dental/Vision Insurance Plan

The Authority maintains a self insured plan for dental and
vision coverage offered to employees. Under the provisions
of the plan, each full-time employee is provided
approximately $2,726 per calendar year to pay dental and
vision expenses for the employee and their qualified
dependents. Effective January 1, 2005, the Authority changed
the plan year beginning day to July 1st and ending on June
30th. As a result, for the period of January 1, 2005 to June
30, 2005, the plan had a short plan year of six months to
accommodate the plan year change.

The following table shows a summary of the claims liability
and claims paid for the plan years ended June 30, 2006 and
2005.

2006 2005
Maximum claims liability $81,345  $33,125
Actual claims paid (46,204) (18,472)

N. Use of Estimates

The preparation of financial statements in conformity with
generally  accepted accounting  principles  requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and
expenses during the reported period. Actual results will differ
from those estimates.

Note 2: Cash and Investments

A. Pooling

The Authority follows the practice of pooling cash and
investments for all funds under its direct daily control. Funds
held by outside fiscal agents under provisions of the bond
indenture are maintained separately. Interest income from
cash and investments with fiscal agents is credited directly to
the related accounts. The Authority considers all pooled cash
and investments to be cash equivalents.
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B. Demand Deposits

The custodial credit risk for deposits is the risk that the
Authority will not be able to recover deposits or will not be
able to recover collateral securities that are in possession of an
outside party. This risk is mitigated in that of the total bank
balance, $100,000 is insured by Federal depository insurance.

The California Government Code requires California banks
and savings and loan associations to secure the Authority’s
deposits by pledging government securities as collateral. The
market value of pledged securities must equal at least 110%
of the Authority’s deposits. California law also allows
financial institutions to secure Authority deposits by pledging
first trust deed mortgage notes having a value of 150% of the
Authority’s total deposits.

As of June 30, 2006, the reported amount of the Authority’s
demand deposits was $689,211 and the bank balance was
$1,496,732. The difference of $807,521 was principally due
to checks which had not yet cleared the bank.

C. Cash and Investments

The Authority is authorized by its investment policy, in
accordance with Section 53601 of the California Government
Code, to invest in the following instruments: securities issued
or guaranteed by the Federal Government or its agencies,
commercial paper, money market funds, and the State
Treasurer's Local Agency Investment Funds (LAIF).

The fair value of pooled investments is determined annually
and is based on current market prices received from the
securities custodian. The fair value of participants’ position
in the pool is the same as the value of the pool shares. The
method used to determine the value of participants’ equity
withdrawn is based on the book value of the participants’

percentage participation at the date of such withdrawal. LAIF
is required to invest in accordance with State statutes. At
June 30, 2006, the carrying value of the Authority’s position
in LAIF is $40,122,197 and the fair value is $40,049,408.

Credit Risk and Concentration of Credit Risk

Credit risk is the risk that an issuer or other counterparty to an
investment will not fulfill its obligations. Concentration of
credit risk is the risk of loss attributed to the magnitude of an
investment in a single issuer. The Treasurer mitigates these
risks by holding a diversified portfolio of high quality
investments. The policy sets specific parameters by type of
investment for credit quality, maturity length, and maximum
percentage investment.

Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the
event of the failure of the counterparty to a transaction, the
Authority will not be able to recover the value of investment
or collateral securities that are in the possession of an outside
party. The Authority has invested the proceeds of the 1996
Revenue Bond Reserve Fund in a collateralized Guaranteed
Investment Contract (GIC) with an investment bank. The
GIC is collateralized with US Government Treasury
obligations held by a third-party custodial agent.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will
adversely affect the fair value of an investment. The Treasurer
mitigates this risk by investing in shorter-term investments
that are not subject to significant adjustments due to interest
rate fluctuations.
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Interest Maturity Weighted
Fair Value Rate Date/ Average Credit
Investment Cost 6/30/06 Range Range Maturity Rating
Pooled Investments:
Local Agency Investment Fund $ 39,821,365 39,749,122 4.70 n/a n/a Non-rated
Money Market Funds 25,060,155 25,060,155 4.85 7/2006 0 days AAA
64,881,520 64,809,277
Investments Controlled by Fiscal Agents:
Local Agency Investment Fund 300,832 300,286 4.70 n/a n/a Non-rated
Guaranteed Investment Contract 12,758,750 12,758,750 5.47 10/2022 5,936 days  Non-rated
Money Market Funds 677,823 677,823 4.85 7/06 0 days AAA
13,737,405 13,736,859
Total Investments 78,618,925 78,546,136
Cash in Banks:
Interest Bearing Deposits 689,211 689,211
Cash on Hand 699 699
Total Cash and Investments $ 79308834 $ 79,236,045
Note 3: Capital Assets
Property, plant and equipment consisted of the following at June 30:
2006 2005
Property, Property,
Plant and Accumulated Plant and Accumulated
Equipment Depreciation Net Equipment Depreciation Net
Land $ 3,148,500 $ - $ 3,148,500 $ 3,148,500 $ - $ 3,148,500
Furniture fixtures
and equipment 654,327 (601,947) 52,380 637,073 (548,930) 88,143
Equipment 28,117,531 (7,900,459) 20,217,072 27,922,695 (6,937,654) 20,985,041
Buildings and
structures 48,427,212 (6,288,164) 42,139,048 48,427,212 (5,581,796) 42,845,416
Underground
pipeline 58,971,623 (7,100,048) 51,871,575 58,971,623 (6,308,693) 52,662,930
Construction in
progress 371,028 - 371,028 450,993 - 450,993
Total property
and equipment 136,541,721 (21,890,618) 114,651,103 136,409,596 (19,377,073) 117,032,523
Total property,
plant, and
equipment $139,690,221  $(21,890,618) $117,799,603 $139,558,096  $(19,377,073) $120,181,023
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The following table shows the capital asset activity for the
fiscal years ended June 30, 2006 and 2005.

Plant and Accumulated
Equipment Depreciation Net

Balance,

June 30, 2004 $ 136,109,560  $(16,870,330) $ 119,239,230
Additions 366,889 (2,573,596) (2,206,707)
Retirements and

disposals (66,853) 66,853 -

Balance at

June 30, 2005 136,409,596 (19,377,073) 117,032,523
Additions 211,440 (2,592,861) (2,381,421)
Retirements and

transfers (79,316) 79,316 -
Balance,

June 30, 2006

$136,541,720  $(21,890,618) $ 114,651,103

Note 4: Long-Term Debt

On November 5, 1996, the Authority issued $198,015,000 in
revenue bonds with an average interest rate of 5.55% to
advance refund $177,120,000 of outstanding 1992 Revenue
Bonds with an average interest rate of 6.64%. The net
proceeds of $189 million (after deducting $6.5 million in
original issue discount, $1.9 million in underwriting fees and
other issuance costs) were used to purchase State and Local
Government Securities (SLGS). Those securities were
deposited in an irrevocable trust with an escrow agent to
provide for all future debt service payments on the 1992
Revenue Bonds. As of June 30, 2002, $160,570,000 of the
1992 Revenue Bonds are considered to be defeased.

The advance refunding resulted in a difference between the
reacquisition price and the net carrying amount of the old debt
of $14.01 million.  This difference, reported in the
accompanying financial statements as unamortized bond
issuance costs, is being charged to operations through the year
2022 in proportion to the bond interest expense incurred for
each fiscal year. The Authority completed the advance
refunding to reduce its total debt service payments over the
next 25 years by $10.3 million and to obtain an economic gain
(difference between the present values of the old and new
debt

service payments) of $5.97 million.

The 1992 Revenue Bonds were issued by the Authority for
the benefit of its participants to finance a portion of the costs
of developing a pipeline and water treatment plant, to
reimburse certain project participants for costs incurred in
connection with the State Water Project, and to finance
certain other facilities. Each of the participants in the
financing held elections authorizing issuance of revenue
bonds for the construction of the State Water Project. In
order to reduce issuance costs and insure the proceeds are
available on a timely basis, the Authority issued the bonds for
all the participants requiring financing.

The City of Santa Maria, Southern California Water
Company, Vandenberg AFB, Avila Valley Mutual Water
Company, San Luis Coastal Unified School District, and San
Miguelito Mutual Water Company contributed cash for their
proportionate share of capital costs. Such net contributions
totaling $22,890,770 at June 30, 2006 and 2005 have been
accounted for as contributed capital. Under the Water Supply
Agreements, each Project Participant is obligated to make
payments to the Authority, with the payments pledged to
secure the payment of the principal and interest of the bonds.
The 1996 bonds are backed by a municipal bond insurance
policy issued by AMBAC Indemnity. The Central Coast
Water Authority Note, issued June 1992 in the amount of
$23,545,000, was advance refunded from proceeds of the
1992 revenue bond issue.

The annual requirements to pay all debt outstanding, as of
June 30, 2006, are as follows:

Fiscal Year Interest Principal Total
2007 $ 7,121,238 $ 4,915,000 $ 12,036,238
2008 6,829,413 5,775,000 12,604,413
2009 6,503,088 6,065,000 12,568,088
2010 6,155,694 6,425,000 12,580,694
2011 5,821,250 6,760,000 12,581,250
2012-2016 23,548,875 39,235,000 62,783,875
2017-2022 13,636,250 73,810,000 87,446,250

Total $69,615,808 $142,985,000 $212,600,808

The 1996 Revenue Bonds were issued in two series: Series A
bonds totaled $173,015,000 and Series B bonds totaled
$25,000,000. On October 1, 1998, the Authority exercised
the optional Series B bond call in the principal amount of
$23,380,000 with excess construction proceeds.

Series A bonds outstanding bear interest ranging from 5.00%
to 6.00%.

Central Coast Water Authority
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Note 5: Defined Benefit Pension Plan

A. Plan Description

The Central Coast Water Authority’s defined benefit pension
plan provides retirement and disability benefits, annual cost-
of-living adjustments, and death benefits to plan members and
beneficiaries. The Central Coast Water Authority is part of
the Public Agency portion of the California Public Employees
Retirement System (CalPERS), an agent multiple-employer
plan administered by CalPERS, which acts as a common
investment and administrative agent for participating public
employers within the State of California. A menu of benefit
provisions as well as other requirements is established by
State statutes within the Public Employees’ Retirement Law.
The Central Coast Water Authority selects optional benefits
through local Board resolution. CalPERS issues a separate
comprehensive annual financial report.  Copies of the
CalPERS’ annual financial report may be obtained from the
CalPERS Executive Office, 400 P Street, Sacramento, CA
95814.

B. Funding Policy

Active plan members in the Central Coast Water Authority
are required to contribute 7% of their annual covered salary.
However, the Authority pays this amount on behalf of the
employees without requiring a contribution from the
employees. The Authority is required to contribute the
actuarially determined remaining amounts necessary to fund
the benefits for its members. The actuarial methods and
assumptions used are those adopted by the CalPERS Board of
Administration. The required employer contribution rate for
fiscal year 2005/06 was 11.628%. The contribution rate is
established and may be amended by CalPERS.

C. Annual Pension Costs

For fiscal year 2005/06, the Central Coast Water Authority’s
annual pension costs were $337,979 and the Authority
actually contributed $331,658. The required contribution for
fiscal year 2005/06 was determined as part of the June 30,
2003 actuarial valuation using the entry age normal actuarial
cost method with the contributions determined as a percent of

pay.

Because the Authority has less than 100 active members, it is
required to participate in the Miscellaneous 2% at 55 Risk
Pool. The Authority’s employer contribution rate is calculated

using a combination of the Authority’s individual plan cost
components and the risk pool’s cost components. The

actuarial assumptions included (a) 7.75% investment rate of
return (net of administrative expenses); (b) projected salary
increases that vary by duration of service ranging from 3.25%
to 14.45% for miscellaneous members, and (c) 3.00% cost-of-
living adjustment. Both (a) and (b) include an inflation
component of 3.25%. The actuarial value of the Risk Pool’s
plan assets was determined using a technique that smoothes
the effect of short-term volatility in the market value of
investments over a two to five year period depending on the
size of investment gains and/or losses. The Risk Pool’s
unfunded actuarial accrued liability is being amortized as a
level percentage of projected payroll on a closed basis. The
average remaining amortization period at June 30, 2005 was

17 years.

Three-Year Trend Information for the Central Coast Water

Authority
Fiscal Annual Percentage Net
Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
6/30/03 $177,618 96% $6,791
6/30/04 $235,722 96% $9,205
6/30/05 $277,414 90% $28,663
Funded Status of Plan
Entry Age
Valuation Normal Actuarial
Date Accrued Value of Unfunded
Liability Assets Liability
6/30/03 $2,596,966 $2,372,879 $224,087
6/30/04 $2,746,096 $2,460,945 $285,151
6/30/05 $2,891,461 $2,588,713 $302,748
Annual UAAL Asa
Valuation Funded Covered Percentage
Date Ratio Payroll of Payroll &
6/30/03 91.4% $725,020 30.9%
6/30/04 89.6% $743,692 38.3%
6/30/05 89.5% $755,047 40.1%

(1) UAAL: Unfunded Actuarial Accrued Liability.

Central Coast Water Authority
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Note 6: Commitments and Uncertainties

The Authority leases equipment under non-cancelable
operating leases. Minimum rental commitments for these
operating leases in effect at June 30, 2006 were $8,400 (2007)
and $3,524 thereafter, resulting in total minimum payments of
$11,924.

The Authority is involved in various legal proceedings,
lawsuits and claims of a nature considered normal for its
activities. It is the Authority's policy to accrue for amounts
related to these legal matters if it is probable that a liability
has been incurred and an amount is reasonably estimable.

All of the accounts receivable recorded by the Authority are
payable by its local participants and the DWR under the
agreements more fully described in Note 1.

Note 7:  Joint Powers Insurance Authority

The Authority participates in the liability, property and
fidelity bond insurance program organized by the
Association of California Water Agencies Joint Powers
Insurance Authority (“ACWA - JPIA”). ACWA - JPIA
is a joint powers insurance authority created to provide a
self-insurance program to water agencies in the State of
California.

ACWA - JPIA provides liability, property, workers’
compensation, fidelity and boiler and machinery insurance for
approximately 300 water agencies for losses in excess of the
members’ specified self-insurance retention levels. Individual
claims (and aggregate public liability and property claims) in
excess of specified levels are covered by excess insurance

policies purchased from commercial carriers. ACWA - JPIA
is governed by a board composed of members from
participating members. The board controls the operations of
ACWA - JPIA, including selection of management and
approval of operating budgets, independent of any influence
by the members beyond their representation on the board.

Each member shares surpluses and deficiencies
proportionately to its participation in ACWA. The Authority
has not incurred any settlements which exceeded insurance
coverage for the past three fiscal years.

Note 8: Deferred Compensation Plan

The Authority offers its employees a deferred compensation
plan created in accordance with Internal Revenue Code
Section 457. Under the terms of this plan, employees may
defer amounts of income up to one hundred percent of salary
or $15,000 per year, whichever is less.

Note 9: Reclassification

Certain amounts in the June 30, 2005 financial statements
have been reclassified to conform to the 2006 presentation.
These reclassifications include an adjustment to operating
reimbursements from project participants in the Statements of
Revenues, Expenses and Changes in Net Assets to exclude the
unexpended operating reimbursements and interest income
paid to project participants. Unexpended operating
reimbursements are now shown as a separate line in the
Operating Expense section and interest income paid to project
participants is shown as a separate line under Non-Operating
Expenses.

Note 10: Subsequent Event — Bond Refunding

On September 28, 2006, the Authority issued Series 2006 A
refunding revenue bonds in the amount of $123,190,000
which refunded the outstanding $142,985,000 Series 1996A
revenue bonds. The 2006A revenue bonds were issued at a
true interest cost of 4.24% and were issued to reduce the
Authority’s total debt service payments over the next 15 years
by $4.4 million and to obtain an economic gain (difference
between the present values of the old and new debt service
payments) of $3.4 million.
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Statistical Section

TABLE 1

General Governmental Revenues by Source

Operating Debt Service Other Interest Total
Fiscal Year Assessments Assessments Revenues Income Revenues
1996/97 $ 1,495,834 $ 2,081,902 $ 9,118 $ 1,074,057 $ 4,660,911
1997/98 1,545,147 8,689,624 7,548 4,374,272 14,616,591
1998/99 1,295,241 - 460 3,493,312 4,789,013
1999/00 1,963,376 7,779,256 2,598 2,924,419 12,669,649
2000/01 1,601,303 10,263,441 88,587 3,054,399 15,007,753
2001/02 2,608,414 10,377,750 480,344 2,107,406 15,573,914
2002/03 4,027,340 10,471,871 166,719 1,491,002 16,156,930
2003/04 4,126,452 10,577,149 70,080 1,155,686 15,929,366
2004/05 ¥ 5,518,626 10,646,678 33,644 1,565,540 17,764,487
2005/06 5,649,874 10,734,275 49,352 2,252,091 18,685,591

Source: Central Coast Water Authority

(1) Fiscal year 1998/99 revenues decreased for debt service credits provided to the project participants from the project closeout.
(2) Beginning with fiscal year 2004/05, Operating Assessments exclude yearend credits for unexpended operating reimbursements.

Total Revenue Comparison
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TABLE 2

General Governmental Expenditures by Function

Operating Capital Interest Interest paid Total
Fiscal Year Expenses Improvements Expense to Participants  Expenditures
1996/97 $ 3,539,031 $ 16,036,392 $ 1,314,904 $ - $ 20,890,327
1997/98 6,718,882 3,922,279 9,865,258 - 20,506,419
1998/99 7,708,099 1,983,928 8,806,337 180,000 18,678,364
1999/00 7,260,069 318,601 8,447,925 - 16,026,595
2000/01 7,485,168 611,625 8,297,610 - 16,394,403
2001/02 8,043,758 734,218 8,158,708 - 16,936,684
2002/03 8,263,920 648,606 8,003,636 - 16,916,162
2003/04 8,302,059 349,809 7,831,733 - 16,483,601
2004/05 @ 9,177,815 366,907 7,601,613 848,333 17,994,667
2005/06 9,331,814 211,441 7,336,413 1,514,040 18,393,708

Source: Central Coast Water Authority
(1) Beginning with fiscal year 2004/05, Operating Expenses include yearend credits for unexpended operating reimbursements,
and interest credits paid to project participants are shown on a separate line.

Total Expenditures Comparison
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